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SUMMARY 


Botswana's economic progress since independence in 1966 is 
impressive. The economy traditionally has relied heavily on 
revenues from sales of diamonds, copper-nickel matte, and beef. 
Even subsequent to the discovery of valuable minerals, the country 
has remained very much a "cattle culture." More than fifty per cent 
of the population derives wealth from stock raising in a country 
where cattle outnumber people by more than three to one. Beginning 
in 1981 the economy has experienced a slump caused by slackened 
world demand for diamonds and depressed mineral prices. To 
exacerbate matters, 1982 was a drought year with abnormally low 
precipitation levels throughout the country. The Government had to 
declare a drought emergency and ask for assistance from 
international donors. In order to meet its economic problems, the 
Government of Botswana (GOB) adopted a number of measures including 
freezing wages in the public sector (a measure followed in the 
private sector as well), cutting back on government expenditures, 
increasing interest rates, devaluing the Pula by ten per cent, 
reassessing development project priorities, and discouraging growth 
of imports. Despite current economic problems, major elements of 
the National Development Plan V remain intact as the GOB attempts 
to improve the country's infrastructure, with special attention to 
increasing economic opportunities in the rural areas. A new 
"Financial Assistance Policy" offers cash incentives to new 
productive activities, especially projects set up outside major 
population centers which are labor intensive. Foreign investment is 
both appreciated and welcomed. Botswana Government policies are 
designed to encourage such investment, with attractive tax rates and 
duty free access to other members of the Southern African Customs 
Union, including the vast market in South Africa. Botswana also 
offers advantages for those wishing to export to Zimbabwe, Zambia 
and Malawi, other nearby countries with which the government has 
special trade agreements. Similarly, as a signatory to Lome II, 
Botswana enjoys duty free access to the EEC market for most of its 
products. Botswana is a stable parliamentary democracy with a 


healthy respect for the private sector's important role in the 
economy. 
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From independence in 1966 up through 1981, Botswana gained the 
reputation of being one of the economic success stories on the 
African continent. The country's relatively small population (1982 
estimate: 936,000) has benefited from an impressive economic growth 
rate which has averaged over ten percent annually for more than a 
Gecade. A rise in the Gross Domestic Product (GDP) from Pula 184.9 
million in 1973 to P809 million in 1981 was accompanied by a growth 
in formal sector employment of 8.6 percent per year over this same 
period. (NOTE: "Pula" is pegged to a basket of currencies 
including the SDR and the S.A. Rand. In May, 1982 the Pula was 
devalued by ten percent. In July, 1982 Pl=$.92. 


Since 1981, a decline in the international demand and market price 
for Botswana's minerals has impacted severely on the economy. 
Diamonds and copper-nickel matte traditionally have been the 
country's principal foreign exchange earners. In 1979, revenues 
from diamond sales amounted to P184 million. In 1980 revenues rose 
to a healthy P237 million from diamonds, which in percentage terms 
represented roughly seventy percent of total Botswanan exports and 
accounted for over forty percent of directly identifiable government 
revenue. In 1981, however, it was a different story. Sales dropped 
to P145 million as the world diamond market softened. Speculators 
in the late seventies bid diamond prices up to unreasonably high 
levels. By the eighties, diamonds and other collectables no longer 
held their attraction in the face of high interest rates for other 
types of investments. Prices dropped as speculators attempted to 
unload their stocks. The only way to restore order to the diamond 
Market was to restrict supply until the situation normalized. 


By mid-198l1, as demand fell off, DeBeers, South Africa's industrial 
giant which controls eighty percent of the world's diamond trade and 
through which Botswana markets its diamond production, began to 
enforce a “quota" system among those producing countries marketing 
through DeBeers. No longer could countries such as Botswana sell 
all the diamonds they produced; Botswana had to begin stockpiling a 
percentage of its production in the hope the world diamond market 
would recover once the western world came out of its recession and 
as stocks of rough diamonds in the cutting centers were worked off. 


By March, 1982 the GOB announced P120 million worth of diamonds were 
being withheld from the market. This stockpile has continued to 

grow in 1982 as production increased. A new mine at Jwaneng has 

come onstream and is expected to produce an additional three million 
carats in 1982, and considerably more from 1983 onwards. This means 
Botswana's quota will be increaed by DeBeers. Nevertheless, absent 
a change in world marketing conditions, export revenues from diamond 
sales in 1982 are not expected to exceed the $170-190 million range. 


For the future, Botswana's economic health, including the continued 
ability to spread the benefits of economic growth to its dispersed 
population, is heavily reliant on a recovery of world diamond demand 
and prices. 


MINERALS-COPPER=NICKEL 


Softened world demand for Botswana's other major mineral product, 
copper-nickel matte produced at the Botswana Concessions Limited 
(BCL) mine/smelter operation at Selebi-Phikwe, also is impacting 
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heavily on the economy. Production levels were 39,823 metric tons 
(MT) in 1979, and rose to 46,566 MT in 1981. Production is expected 
to reach levels of 49,000 MT by 1984. Foreign exchange revenues 
from export of copper-nickel matte amounted to P61] million in 1979, 
P81 million in 1980 and P79 million in 1981, respectively. However, 
the net impact on the balance of payments is much smaller since the 
project's heavy external debt absorbs any funds the mine earns above 
operating costs. 


The mine/smelter is technically very sound, but is beset with 
financial problems resulting from a large debt structure impossible 
to amortize during a time of depressed world prices for minerals. 
Nevertheless, the Government's stake in keeping the operation going 
is considerable. BCL is the largest private sector employer in the 
country, with an estimated 4,500 Batswana employed directly and 
several thousand more working in complementary and supporting 
services. Shutting down the operation would be disastrous for the 
entire Selebi-Phikwe area where it is the dominant industry. 


The Selebi-Phikwe mine/smelter operation is fifteen percent owned by 
the Government and eighty five percent by Botswana Roan Selection 
Trust. The latter is owned by the American firm, AMAX (thirty 
percent), Anglo American (thirty percent) and forty percent by 
private shareholders resident in various countries. Most of the 
copper-nickel matte is exported to the AMAX refinery in Louisiana 
under long-term contract. AMAX has completely written off its $117 
million investment in the project. 


GOB representatives have managed to keep the BCL operation running 
by obtaining agreement from AMAX, Anglo American and creditors to 
accept a complete restructuring of BCL's debts. An agreement signed 
in June, 1982 reduces the senior debt burden of BCL, creates a new 
class of subordinated debt, defers royalty payments to the GOB 
through 1985, defers any debt servicing until a future time when 
mineral price levels allow the mine to earn profits, and converts 
P176 million of existing subordinated debt into perferred shares. 


MINERALS-COAL 


For the future, Botswana could become one of the leading coal 
exporters of the world. According to the country's geological 
survey specialists, there are 600 million tons of coal reserves and 
estimated additional reserves of 100 billion tons. International 
firms including Shell, British Petroleum, Charbonnage de France and 
AMAX are all prospecting for coal in Botswana. Presently only 
380,000 tons a year are mined at Morupule by Anglo American. Its 
production satisfies most of Botswana's present domestic needs. The 
1982 budget provides for feasibility studies to establish a coal 
export industry and in July, 1982 the GOB signed agreements with 
Shell Coal International to set up a coal development company, with 
the government receiving fifteen percent of the equity outright and 
an option to purchase an additional ten percent at a later date. 
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The agreements spell out the basic financial, marketing and 
management regimes under which any development will take place. The 
feasibilty study is expected to take two years to complete. 
Production of up to five million tons per year could begin by 1988, 
with the coal being exported via Ellisras in South Africa via rail 
to the coal port at Richards Bay. Even longer term studies are 
underway to determine the feasibility of constructing a 
Trans-Kalahari railroad to connect the coalfields at the 
Morupule-Serowe area with an Atlantic port, presumably Walvis Bay. 
Estimates for this massive undertaking range between $1-1.5 billion 
and the project construction would take up to five years. Viability 
of this option depends heavily on the course of political events in 
Botswana's western neighbor, Namibia, through which the rail line 
would pass for some 500 miles. 


BEEF 


Botswana's second largest foreign exchange earner is beef and beef 
products. There are an estimated three million head of cattle in 
the country. Because the erratic rainfall makes other agricultural 
pursuits, such as crop production, risky, traditionally Botswana 
farmers have raised cattle, which are a source of wealth for over 
fifty percent of the country's population and indirectly affect an 
even larger number. Since independence in 1966, the cattle industry 
has enjoyed a tremendous expansion which has been checked only 
during periodic droughts and occasional outbreaks of foot and mouth 
disease. A full ninety-six percent of the country's beef production 
is exported. Under terms of a special agreement worked out with the 
EEC, Botswana receives favorable prices for exports to European 
members. Approximately forty percent of exports go to the EEC; most 
of the rest is sold to South Africa. 


The Botswana Meat Commission (BMC) is the parastatal organization 
which administers one of the largest abattoirs in Africa. 
Through-put of cattle amounted to 228,961 in 1979; 140,783 in 1980 
(a foot and mouth disease outbreak forced curtailment of 
production); and 201,394 in 1981. Foreign exchange revenues from 
the export of beef and related products amounted to an estimated P80 
million in 1981. 


It is expected that slaughtering will increase, and therefore, 
export revenues will improve in 1982, as farmers seek to cull their 
herds during the present drought conditions prevailing in much of 
the country. 


The BMC abattoir in Lobatse has over 1,800 employees and normally 
processes between 1,100 and 1,300 head per day. The government will 
increase slaughtering capacity by over fifty percent when two new 
abattoirs are constructed in Maun (1983) and Francistown (1985). 





AGRICULTURE 


Botswana's agricultural picture darkened during 1982 as most of the 
country was afflicted by drought. Rainfall was substantially below 
normal throughout the country and in the areas where more than fifty 
percent of the population lives--the Central, North, East, and 
Ngamiland districts--grazing conditions were so bad that cattle 
began to die. Even in the best of years Botswana cannot produce 
anywhere near the 120,000 MT per annum of sorghum and maize 
requirements presently needed to feed its population. Due to this 
year's rainfall conditions, farmers will produce only an estimated 
21,000 MT. The shortfall must be imported. The Government declared 
a drought emergency in April, 1982 and appealed for food and other 
assistance from the international donor community. 


TOURISM 


Botswana's potential for tourism is largely untapped. Boasting not 
only the exotic Kalahari Desert but the lush, verdant swamps of the 
Okavango Delta, the country has some of the most unspoiled and 
fascinating areas on earth. But the infrastructure is relatively 
undeveloped, with few roads and amenities to entice the traditional 
tourist. So far, Botswana's natural wildlife and flora attract 
either the jet-setters who fly in for photography or hunting 
expeditions on packaged safaris, or else the well-equipped 
naturalists with camping gear and four-wheel drive vehicles. In 
neither case does the country benefit by receiving much foreign 
exchange from tourism, nor does the activity generate much local 
employment. 


Gaborone, the capital, is linked by regularly scheduled flights with 
Harare, Lusaka, Maseru, and Johannesburg. A new international 
airport is scheduled to be completed in 1983. New, modern hotels 
are planned for Gaborone, Francistown, Maun, and Serowe by 1985. 


GOVERNMENT POLICIES 


With the economic downturn in 1981, the Government faced up to the 
Situation and told the citizenry certain belt-tightening measures 
were necessary. In an attempt to balance the budget, the Government 
announced a freeze on wage and salary increases in the public sector 
(the private sector traditionally follows the public sector in 
offering wage increases). Botswana also began to make it more 
difficult for foreign investors to borrow locally while at the same 
time encouraging entry of foreign capital; increased interest rates 
(prime lending rate increased to 14.5 percent); raised liquidity 
limits at commercial banks; increased fees and taxes; devalued the 
Pula by ten percent against the basket of currencies against which 
it is pegged; and began reassessing development projects with a view 
to postponing certain ones. 
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Another principal aim of the policies adopted is to reduce the 
growth of imports which have increased at an annual rate of between 
twenty-thirty percent per year. From a figure of P439 million in 
1979 to P538 million in 1980, imports rose to P640 million in 1981. 
However, with imports tending to expand in line with world 
inflation, the positive overall balance of P71 million in 1980 is 
likely to be converted to a deficit of P60 million in 1981, 
according to the latest Bank of Botswana calculations. 


To some extent, government finances will not feel the effects as 
acutely as the balance of payments position. Taxes on profits, 
including those from the diamond industry, come through one year 
following filing, and revenue derived from the Southern African 
Customs Union comes through about two years later. Botswana's share 
of that revenue is up from P37.8 million in 1978 to P102.8 million 
in 1981. Foreign exchange reserves totalled P278 million in October 
1980 and P250 million by December 1981. By March, 1982 they still 
amounted to P198 million, or four months of imports. Government 
cash balances have dropped from P114 million in April, 1981 to 
nearly P78 million in March, 1982, equivalent to two weeks of 
projected current expenditures. Unless the GOB reduces imports and 
expenditure levels, its relatively small international indebtedness 
will increase. Total debt service as of 1980 was estimated to be P8 
million, or two percent of imports. Total disbursed debt is 
approximately P98.8 million or twelve percent of GDP. 


Although the percentages are low, the repayment schedule will 
increase substantially in the near future. Botswana had no public 
sector debt on commercial terms until May, 1982, when it drew down a 
$30 million loan arranged to finance part of its share of the 
Jwaneng diamond mine. This line of credit .was originally negotiated 
in 1978 between the GOB and a consortium of American banks, 
including First National Bank of Boston, Chemical Bank, and Bank of 
America. It was not needed until 1982. 


ECONOMIC DEVELOPMENT 


Despite its economic problems, Botswana still wishes to proceed with 
its National Development Plan V and address defined economic 
priorities. The 1982/83 Development Budget is set at P219.8 
million, though it is calculated that delays and constraints 
connected with certain large projects will probably mean an actual 
development outlay of approximately P160 million. The GOB plans 
P9.8 million for railways to improve infrastructure in transport and 
communications; P33.1 million for the Roads Department; P13.9 
million for the Department of Civil Aviation, the lion's share of 
which is earmarked for construction of the new Gaborone airport; 
P6.4 million for the Central Transport Organization for expansion of 
fleet and improvement of maintenance facilities; P53.9 million for 
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the Ministry of Agriculture, and P15.9 million for the Ministry of 
Mineral Resources and Water Affairs, 75 percent of which will go for 
rehabilitating, expanding or constructing water supplies in villages. 


In terms of the second major theme of National Development Plan V, 
rural development, GOB continues its commitment to the Tribal 
Grazing Land Program, Arable Lands Development Program and Communal 
First Development Areas Program, the three major rural development 
projects aimed at increasing agricultural production. About 15,000 
Batswana enter the labor market each year, and the GOB still 
considers generating employment in the rural areas a priority 
concern. To that end, it has established a new fund called 
Productive Employment Development Fund, with an initial allocation 
of P5 million. 


DEVELOPMENT CONSTRAINTS 


Aside from present economic difficulties caused by depressed world 
mineral prices, and this year's drought situation, there are certain 
other constraints on Botswana's efforts to develop. Inadequate 
rainfall and the absence of an adequate irrigation infrastructure to 
disperse the country's meager water resources, result in low 
agricultural productivity and lack of rural employment 
opportunities. In turn, this creates a migration of labor to the 
country's population centers. A further check on development is the 
lack of private investment capital for small-scale farmers and rural 
enterprises. The National Development Bank (NDB) has provided P10 
million to assist in this vital area. Perhaps the greatest 
constraint to development efforts is the shortage of local skilled 
labor and an educated work force. Botswana remains heavily 
dependent on an expatriate labor force, 


A major focus of U.S. assistance efforts, in line with GOB's own 
development priorities laid out in its development plan, is in the 
manpower field. As a result of the USAID-financed Southern Africa 
Manpower Development Project and Botswana Workforce and Skills 
Training Project, hundreds of Batswana men and women are being 
trained in a variety of disciplines both in the United States and in 
Africa to take over positions presently held by expatriates. The 
latter project will cover a seven year period, cost nearly $20 
million (twenty-five percent paid by GOB), and train both private 
and public sector representatives. 


FINANCIAL ASSISTANCE POLICY 


Recently, the GOB announced a package of investment incentives to 
make money available for small and medium-scale investors. Termed 
the "Financial Assistance Policy" (FAP), these entitlements are 
aimed at encouraging labor-intensive schemes, particularly in areas 
outside the main concentrations of urban development, to address 
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what GOB considers priority problems--unemployment and lack of 
development in rural areas. Small projects (P10,000), medium-sized 
projects (P75,000), and larger projects requiring a capital 
commitment higher than P75,000 will be eligible for cash grants, tax 
benefits and other advantages for the first five years of the 
activity's operation, and even longer if the GOB determines the 
economic benefits to be substantial. There are additional 
incentives offered to encourage both formal and on-the-job training 
programs to benefit unskilled labor. Both foreign and locally owned 
firms may qualify for FAP incentives. 


IMPLICATIONS FOR THE U.S. 


Botswana is most hospitable toward foreign investment, either wholly 
owned or through joint ventures. According to a USG-sponsored 
Survey team which visited the country in early 1982, GOB attitudes 
and policies regarding the private sector are among the most 
positive of any black-ruled country in the region. Businesses set 
up in Botswana benefit from attractive tax rates and receive 
duty-free access to other members of the Southern African Customs 
Union (SACU)--South Africa, Swaziland and Lesotho. Opportunities 
abound for setting up value-added operations for sales either within 
the SACU or else to Zimbabwe, Zambia and Malawi, with each of which 
the GOB enjoys preferential trade agreements. As a signatory to the 
Lome II Convention, Botswana enjoys duty free access to the EEC 
Market for most manufactured goods and products. One industry the 
GOB is particularly keen to attract is a leather tanning and 
processing operation to provide employment and take better advantage 
of the existing beef industry. 


U.S. firms have joined the bidding for lucrative sub-contracts 
involving infrastructure projects associated with Botswana's 
promising coal industry. International oil companies, including 
American firms, are interested in examining three deep sedimentary 
basins for possible oil or gas reserves. The GOB is actively 
looking for a developer for the vast Sua Pan alkaline brine 
resources of soda ash, and a U.S. survey team is expected to analyze 
the applicability of solar pond technology to this project in 1982. 
Aeromagnetic surveys have shown other possibilities for mineral 
exploration, including iron, manganese, asbestos, chromite and 
platinum. Deposits of copper, copper-nickel, gold and uranium are 
being evaluated. Further diamond discoveries also are thought to be 
likely in this largely unexplored country. 


U.S. TRADE 


Many of the American goods sold in Botswana are actually produced by 
subsidiaries of U.S. firms in South Africa, entering this country 
duty-free under the SACU Agreement. South African products enjoy a 
significant advantage. Traditionally, only 12 percent of Botswana's 
imports come from outside the customs union, and most of those come 
from Zimbabwe. 
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Nevertheless, U.S. firms might well investigate prospects in the 
following fields: small to medium-sized computers, mining 
equipment, earthmoving equipment, agricultural implements, water and 
hydraulic equipment, products and supplies used in breeding and 
handling, small electrical generators, railroad rolling stock, 
switching and signalling services, and track and track-laying 
equipment. 


GOVERNMENT 


Botswana gained its independence from the United Kingdom in 1966. 
Its first president, Sir Seretse Khama, led the country until his 
death in 1980. His vice-president, Quett K.J. Masire, following 
constitutional procedures, succeeded to the presidency and has led 
the country since then. An election is scheduled for 1984. 

Botswana has established an enviable human rights record as a 
parliamentary democracy whose political and economic foundations are 
firmly rooted in non-racialism and private enterprise. The 
Government has dealt with recent economic difficulties pragmatically 
and sought public support for the austerity measures adopted to deal 
with them. Botswana's international credit rating is high and the 
country looks optimistically toward the future. 


Trade or Commercial Inquiries may be addressed to: 


U.S. Department of Commerce 
International Trade Administration 
Office of African Affairs 
Washington, D.C. 20230 


Commercial Section 

United States Embassy Gaborone 
c/o Department of State 
Washington, D.C. 20520 


Ministry of Commerce and Industry 
Government of the Republic of Botswana 
Private Bag 004 

Gaborone, Botswana 


Ministry of Finance and Development Planning 
Government of the Republic of Botswana 
Private Bag 008 

Gaborone, Botswana 
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